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SUMMARY: EMBASSY ASSUMES THAT WASHINGTON AGENCIES ARE CON- 
SIDERING ISSUES RAISED IN REFTEL AND UNDERSTANDS THAT DECISION 
ON POSSIBLE WITHHOLDING OE WAIVERS BY MARAD MAY BE IMMINENT. 
UNDER THESE CIRCUMSTANCES, EMBASSY WISHES PROVIDE SOME FURTHER 
COMMENTS AND SUGGESTIONS. END SUMMARY. 

1. AS REFTEL INDICATES, MINISTRY OF FOREIGN TRADE (MFT), 

WHICH IS MINISTRY DIRECTLY RESPONSIBLE EOR POLICY AND EXECU- 
TION OF PRIOR DEPOSIT SYSTEM, HAS BEEN RETHINKING ISSUE OF 
"DISCRIMINATION". MFT IS NOT CONVINCED THAT ACTION ON ITS 
PART IS WARRANTED SINCE "DISCRIMINATION" IS MERELY FALLOUT 
OF DELIBERATE ACTION TO CREATE DISINCENTIVES TO ALL PURCHASES 
OF FOREIGN EXCHANGE IN ORDER TO REDUCE BALANCE OF PAYMENTS 
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PROBLEM. AT SAME TIME, HOWEVER, MFT AND OTHER GOI AGENCIES 
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STRONGLY HOPE MARAD WILL NOT TAKE ANY RETALIATORY ACTION. 

2. PART OP ISSUE IS THAT OP APPRPRIATE DEPINITION OP "DIS- 
CRIMINATION WHILE THERE IS NO DISCRIMINATION AMONG POREIGN 
SHIPPING CARRIERS, THERE IS "DISCRIMINATION" IN THE SENSE 

THAT THE PRIOR DEPOSIT SCHEME PROVIDES COMPETITIVE ADVANTAGE 
TO ITALIAN SHIPPING LINES OVER POREIGN LINES INCLUDING US. 

PERHAPS "DISADVANTAGE" WOULD BE MORE ACCURATE THAN "DISCRIMI- 
NATION". THIS SITUATION IS REPLECTION OP CONPLICT BETWEEN 
(A) OVERALL POLICY OBJECTIVE OF REDUCING DEMAND FOR AND USE 
OF FOREIGN EXCHANGE, WHICH IS AIMED AT LIMITING FOREIGN PAY- 
MENTS FOR SERVICES AS WELL AS FOR GOODS AND CAPITAL MOVE- 
MENTS (IN WHICH US HAS ACQUIESED IN IMF AND GATT), AND (B) 
MEASURES WHICH ADVERSELY AFFECT US SHIPPING LINES. 

3. GDI'S PISITION AS NOW REFLECTED BY MET IN REFTEL SEEMS 
TO US TO BE WEAKENED BY TWO FACTORS: 

(A) EVER SINCE EMBASSY RAISED ISSUE OF DISCRIMINATION, ALL 
MINISTRIES HAVE AGREED THAT "DISCRIMINATION" EXISTED AND THIS 
CONTINUES TO BE THE CASE (E.G., FOREIGN MINISTRY AND MINISTRY 
OF MERCHANT MARINE) WITH EXCEPTION OF MFT. ACCORDINGLY, 

PRIOR TO CONVERSATIONS REPORTED REFTEL, GOI HAD CONTINUOUSLY 
PROMISED THAT MEASURES WOULD BE TAKEN TO REMOVE THE DISCRIMI- 
NATION. NOW NOT ONLY IS NO ACTION APPARENTLY IMMINENT BUT 
GOI MAY BE PULLING BACK FROM EARLIER RECOGNITION OF DISCRIMI- 
NATION. 

(B) RIGHTLY OR WRONGLY, GOI MADE EXCEPTION FOR BOTH AIR AND 
MARTIME PASSENGER TRAFFIC. WHILE CIRCUMSTANCES ARE SOMEWHAT 
DIFFERENT, IT IS NONE THE LESS HARD TO FOLLOW LOGIC OF MAKING 
EXCEPTION FOR ONE BRANCH OF TRANSPORTATION AND NOT ANOTHER. 

4. IN EMBASSY'S VIEW, SITUATION IS NOW AS FOLLOWS: 

(A) IF MARAD PROCEEDS TO WITHHOLD WAIVERS, GOI WILL BE UN- 
HAPPY AND EMBARRASSED. ON BASIS OF CONVERSATION REPORTED REF- 
TEL, GOI CLEARLY CONSIDERS BALL IN US COURT AND EMBASSY FEELS 
THAT IT HAS OBLIGATION TO PROVIDE ADVANCE NOTIFICATION OF ANY 
RETALIATORY MEASURES. 
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(B) WE RELIEVE WASHINGTON AGENCIES SHOULD DECIDE WHETHER DIS- 
CRIMINATION DOES OR DOES NOT EXIST. IN CASE OF AFFIRMATIVE 
DECISION, AGENCIES SHOULD DECIDE WHETHER THERE ARE OVERRIDING 
FACTORS WHICH WOULD PRECLUDE RETALIATION BY US. IF NOT, WE 
SHOULD ADVISE GOI IN ADVANCE OF PLANNED RETALIATORY ACTION 
AND GIVE SPECIFIED PERIOD BY WHICH REMEDIAL ACTION BY GOI 
MUST BE TAKEN. 
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(C) ONLY FORMS OF REMEDIAL ACTION SEEM TO BE (I) ADMINISTRA- 
TIVE MEASURE TO PERMIT US CARRIERS TO HOLD NON-CONVERTIBLE 
LIRA ACCOUNTS AND THEREEORE NOT BE OBLIGED TO MAKE PRIOR 
DEPOSIT ON THOSE EUNDS WHICH THEY ARE ABLE TO HOLD OR EXPAND 
IN ITALY AND (II) GOVERNMENT DECREE GRANTING OUTRIGHT EXEMP- 
TION EOR SHIPPING LINES PROM PRIOR DEPOSIT PROVISIONS. WE 
RECOGNIZE THAT PIRST ALTERNATIVE WOULD NOT PULLY SATISPY US 
SHIPPING LINES BUT NOTE THAT GOI IS CLEARLY RELUCTANT TO ISSUE 
DECREE BECAUSE IT WOULD OPEN DOOR TO PRESSURES EOR VARIOUS 
GROUPS TO SEEK SIMILAR EXEMPTIONS. 

5. REQUEST COMMENTS. BEAUDRY 
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